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10Y Bund vield: the 3% level is no Rubicon

12 March 2026

The conflict in the Middle East has pushed EGB vyields higher, with the 10Y
Bund yield now close to the psychological threshold of 3%. In this note, we
discuss what could push yields higher and why crossing 3% should not spell
mayhem for bond investors.

1. The 10Y Bund yield has moved above last year’s post-fiscal-bazooka peak and is now close to 3%, marking its
highest level since autumn 2023. Compared to that episode, the inflationary-expectation component is more
contained and real yields are higher.

2. A continuation of the war could drive inflationary pressure higher and lead the ECB to tighten monetary policy,
at least temporarily. In this event, the 10Y Bund vyield would likely exceed 3%. Aside from the short-term
dynamics, we discuss conditions under which 3% could be exceeded more structurally in the medium term.

3. A further rise in yields would weigh on yearly performance, although the 7-10Y German index can withstand a
further 25bp increase in the 10Y Bund yield before going into the red.

The 10Y Bund vield is approaching 3%

Global bond markets continue to exhibit weakness as oil prices re-approach USD 100/bbl and uncertainty surrounding
the conflict in Iran persists. US yields have moved higher, with the 10Y UST vield rising to 4.25% and 10Y gilt yields
approaching 4.75%.

In this environment, the 10Y Bund vyield is also drifting upward. It has surpassed the peak seen in March 2025,
following Germany’s announcement of its fiscal bazooka, and is close to the psychological threshold of 3%. Compared
to March 2025, the 10Y swap rate is also rising, a sign of a broader repricing of yields that is not specific to Germany
and the scarcity of its fixed income assets.
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CHART 1: 10Y BUND YIELD IS APPROACHING 3%
10Y BUND YIELD AND SWAP RATE, %
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Source: Bloomberg, The Investment Institute by UniCredit

What is driving yields up: inflation vs. real yields

A closer look at recent yield dynamics shows that since early March, the 10Y Bund yield has risen by roughly 30bp.
The move has been driven almost entirely by an upward shift in inflation expectations, which is consistent with the
inflationary impulse generated by the conflict. If the situation does not de-escalate, continued pressure on inflation
expectations is the most likely force that could push the 10Y Bund vyield higher.

Ten-year real Bund vyields are trading around 0.70-0.80%, broadly in line with levels seen last March, and have
experienced far less upward pressure than inflation expectations. We see limited scope for real yields to climb in the
near term, particularly given that a supply-driven shock to energy costs heightens the risk of weaker growth.

10Y Bund vield: 3% is no Rubicon

The 10Y Bund yield is moving towards 3%, a neat psychological threshold that is likely to attract significant attention
from both investors and the media. It is important, however, not to overstate its significance: there is nothing
intrinsically special about the 3% level. That said, reviewing past episodes when Bund yields traded around this level
can help put the current environment into context and form expectations for the months ahead.

The last time the 10Y Bund reached 3% was in June 2011, while in September 2023 it came very close. In 2011, the
combination of real yields and inflation expectations looked similar to today, providing a useful medium-term
reference point. A more proactive fiscal stance in Germany could, and arguably should, support growth, keeping real
yields in the 0.80-1.00% range, at least. Higher borrowing needs and reduced collateral scarcity would also point to
a modest upward drift in real yields. The effect of Al is mixed: stronder productivity could lift the natural rate (),
pushing real yields higher, while potential labour-market disruption and rising inequality could depress r*.

Ultimately, a nominal 10Y Bund yield above 3% over the medium term is a plausible equilibrium, assuming a modest
rise in the natural rate and inflation expectations in line with the ECB goal of 2%.

The 2023 episode provides a useful reference for a stadflationary scenario, one characterised by firm inflation
expectations and weaker growth. In such an environment, nominal yields might remain close to current levels, with
higher expected inflation offset by softer real yields.
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CHART 2: BUND AT 3% — HISTORICAL REFERENCES

10Y BUND YIELD BROKEN DOWN INTO BREAKEVEN INFLATION AND REAL YIELDS, %
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Is the curve heading for an inversion?

Pressure on breakeven inflation is reinforcing expectations that the ECB will raise rates. Several Governing Council
members have already issued warnings along these lines, and forwards are now pricing in roughly two 25bp hikes
by year-end, which would bring the ECB’s policy into mildly restrictive territory.

As Chart 3 illustrates, the long end has under-reacted to the shift in ECB rate expectations. Based on the historical
relationship with expected ECB policy rates, the 10Y Bund yield should already be trading above 3%. While this implies
some residual upside risk for yields in the very near term, it also suggests that investors view the upcoming tightening cycle
as temporary and believe that it will ultimately be effective in stabilising growth and inflation over the medium term.
CHART 3: 10Y BUND HAS UNDERSHOT ECB REPRICING
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One question is whether the Bund curve will invert as it did in 2023-24, when the 10Y was trading below the depo
rate. The answer depends lardely on the extent of ECB tightenind. In our baseline scenario, inflation remains
contained and the ECB sees no need to intervene. However, the situation could develop differently if the conflict
drags on, inflation accelerates, inflation expectations come under pressure and the ECB is forced to tighten policy.

A couple of hikes — lifting the depo rate to 2.50% — would be unlikely to trigger an inversion unless the growth outlook
deteriorates materially. This is even more the case as the bazooka announcement last year was a game chandger in
terms of Bund yields and the shape of the curve.

A more forceful tightening cycle, pushing the depo rate towards 3%, would bring policy rates in line with (or slightly
above) the medium-term equilibrium level for 10Y Bund yields discussed earlier. Under this scenario, the curve could
invert even without significant fears of recession. Naturally, any increase in growth concerns would amplify this
dynamic, leading to a more pronounced inversion.

What impact for Bund returns?

As we show in Chart 4, 7-10Y Bunds delivered poor returns in four of the last five years. The recent surde in energy
prices and concerns regarding inflationary pressure in the eurozone have rekindled the memory of the terrific 2022
sell-off when 7-10Y Bunds lost almost 20%. The market environment has since changed dramatically: while the 10Y
Bund yield opened 2022 in slightly nedative territory, it stood at 2.85% at the beginning of this year. This entry
level offers a good cushion for this year’s performance, as the 10Y Bund yield can rise by up to roughly 35bp in 2026
before this year’s performance turns nedative. If the 10Y Bund yield closes the year at 3.25%, which we consider a
credible level should the ECB hike rates by 50bp, the performance would only be slightly negative (-0.5%), which is
reassuring for investors. Based on our current forecasts, which foresee no rate hike from the ECB and a year-end
target of 2.9% for the 10Y Bund vyield, the yearly return would be 2.5%.

Back in December, in our Compass 2026, we highlighted that eurozone government bonds were not particularly
appealing at those levels given abundant supply and the ECB’s ongoing balance sheet reduction. The recent episode
has highlighted the vulnerability of the eurozone economy and its assets to geopolitical developments, which leads
us to reiterate our cautious call on duration.

CHART 4: HIGH INITIAL CARRY OFFERS A HEDGE TO THIS YEAR’S BUND PERFORMANCE
HISTORICAL AND POTENTIAL PERFORMANCE OF THE BLOOMBERG 7-10Y BUND INDEX
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Ledal Notices

Glossary

Terms used in the report are available on our website: Our glossary.

Marketing Communication

This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the general public and is provided free of
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with ledal
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead
of the dissemination of investment research.

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest.
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable
sources, but having a purely indicative value and subject to change at any time after publication, on the completeness, correctness and
truthfulness of which the UniCredit Group makes no duarantees and assumes no responsibility. Interested parties must therefore carry
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation.
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also
be noted that:

4. |Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results.

5. Ifthe investment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly
according to changes in exchande rates and have an undesirable effect on the profitability of the investment.

6. Investments that offer high returns can undergo significant price fluctuations following any downgrading of creditworthiness. In the
event of bankruptcy of the issuer, the investor may lose the entire capital.

7. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at
the time of sale up to the entire capital invested.

8. In the presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable
information on their value.

9. |If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of
the customer and may be subject to change in the future.

10. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.

11. Diversification does not guarantee a profit or protect against a loss.

The UniCredit Group cannot in any way be held responsible for facts and/or damages that may arise to anyone from the use of this

document, including, but not limited to, damades due to losses, lost earnings or unrealised savings. The contents of the publication —

including data, news, information, imades, graphics, drawings, brands, and domain names — are owned by the UniCredit Group unless

otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not

allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes

without prior written authorisation from UniCredit Group unless if purposes of personal use only. E 25/1
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